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Independent  Auditor's 


Report 


The  Audit  Committee  of  the  Board  of  Directors 
The  Thrift  Institutions  Fund 

for  Economic  Development 
Boston,  Massachusetts 


We  have  audited  the  accompanying  balance  sheets  of  the  Thrift  Institutions 
Fund  for  Economic  Development  as  of  June  30,  1988  and  1987,  and  the  related 
statements  of  operations  and  changes  in  accumulated  deficit  and  changes  in 
financial  position  for  the  years  then  ended.  These  financial  statements  are  the 
responsibility  of  the  Fund's  management.  Our  responsibility  is  to  express  an 
opinion  on  these  financial  statements  based  on  our  audits. 

We  conducted  our  audits  in  accordance  with  generally  accepted  auditing 
standards.  Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain 
reasonable  assurance  about  whether  the  financial  statements  are  free  of  material 
misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence  supporting 
the  amounts  and  disclosures  in  the  financial  statements.  An  audit  also  includes 
assessing  the  accounting  principles  used  and  significant  estimates  made  by  man- 
agement, as  well  as  evaluating  the  overall  financial  statement  presentation.  We 
believe  that  our  audits  provide  a  reasonable  basis  for  our  opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly, 
in  all  material  respects,  the  financial  position  of  the  Thrift  Institutions  Fund 
for  Economic  Development  at  June  30,  1988  and  1987,  and  the  results  of  its 
operations  and  changes  in  financial  position  for  the  years  then  ended  in  confor- 
mity with  generally  accepted  accounting  principles. 


Boston,  Massachusetts 
August  19,  1988 


Wolf  &  Company 

of  Massachusetts.  P  C. 
Certified  Public  Accountants 


One  IniemationaJ  Place 
[■on  Hill  Square 
Boston.  MivsachasctLs  021 10 

^^).l)-0() 


THE  THRIFT  INSTITUTIONS  FUND 
FOR  ECONOMIC  DEVELOPMENT 


BALANCE  SHEETS 
June  30,  1988  and  1987 

ASSETS 


Cash 

Money  market  deposit  account  (Note  2) 

Loans,  net  (Note  3) 

Accrued  interest  receivable 

Advances  receivable  from  members  (Note  5) 

Furniture  and  equipment,  net  (Note  4) 


1988 


;  25,838 
78,248 
23,900,198 
342,426 


14,859 


1987 


$  8,043 
7,825,238 
14,976,647 
208,900 
182,025 
18,627 


$24,361,569  $23,219,480 


LIABILITIES  AND  ACCUMULATED  DEFICIT 


Advances  from  member  institutions  (Note  5) 
Short-term  borrowings  (Note  6) 
Accrued  interest  payable 
Accrued  expenses 
Other  liabilities 

Total  liabilities 
Commitments  (Notes  7  and  8) 
Accumulated  deficit 


$25,000,004 
162,612 
946,169 
40,012 
3,000 
26,151.797 


$24,000,012 
42,898 
468,905 
48,443 
3,565 
24,563,823 


(1,790,228)  (1,344,343) 
$24,361,569  $23,219,480 


See  accompanying  notes  to  financial  statements. 
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THE  THRIFT  INSTITUTIONS  FUND 
FOR  ECONOMIC  DEVELOPMENT 


STATEMENTS  OF  OPERATIONS  AND  CHANGES 

IN  ACCUMULATED  DEFICIT 

Years  Ended  June  30,  1988 

and  1987 

1988 

1987 

Interest  income: 
Loans 

Money  market  deposit  account  (Note  2) 
Total  interest  income 

$  2,158,137  $ 
18,645 
2,176,782 

1,333,780 
31,946 
1,365,726 

Interest  expense: 
Advances  from  member  institutions  (Note  5) 
Short-term  borrowings  (Note  6) 
Total  interest  expense 

1,538,822 
202,717 
1 ,741 ,539 

694,154 
403,328 
1 ,097 ,482 

Net  interest  income 

435,243 

268,244 

Provision  for  possible  loan  losses  (Note  3) 

455,000 

799,799 

Net  interest  deficit,  after  provision 
for  possible  loan  losses 

(19,757) 

(531,555) 

Other  income: 
Loan  origination  fees  (Note  1) 

107,936 

Operating  expenses: 
Salaries  and  benefits 
Occupancy  and  equipment  (Notes  4  and  7) 
Professional  services 
Marketing  expenses 
Loan  servicing  fees 

Other  general  and  administrative  expenses 

148,154 
43,028 
94,606 
64 ,055 

135,406 

AO  cot 

48 , oo/ 

131,596 
32,292 
72,037 
39,732 
89,186 
36 ,434 

Total  operating  expenses 

533 ,836 

401 ,277 

LOSS  before  state  income  taxes 

(445 , 00/ ) 

(932,832) 

Provision  for  state  income  taxes  (Note  9) 

228 

228 

Net  loss 

(445,885) 

(933,060) 

Accumulated  deficit,  beginning  of  year 

(1,344,343) 

(411,283) 

Accumulated  deficit,  end  of  year  $(1,790,228)  $(1,344,343) 


See  accompanying  notes  to  financial  statements. 
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THE  THRIFT  INSTITUTIONS  FUND 
FOR  ECONOMIC  DEVELOPMENT 

STATEMENTS  OF  CHANGES  IN  FINANCIAL  POSITION 

Years  Ended  June  30,  1988  and  1987 


1988 


1987 


Funds  were  provided  by  (used  for): 
Operations: 
Net  loss 
.Non-cash  items: 
Depreciation 

Provision  for  possible  loan  losses,  net  of 
charge-offs 

Funds  provided  by  (used  for)  operations 

Financing  activities: 
Increase  (decrease)  in  short-term  borrowings 
Advances  from  member  institutions,  net  of  amounts 
receivable 

Repayment  of  advances  from  member  institutions 

Funds  provided  by  financing  activities,  net 

Other  activities: 
Changes  in: 
Cash 

Furniture  and  equipment 
Accrued  interest  receivable 
Accrued  interest  payable 
Accrued  expenses 
Other  liabilities 

Funds  provided  by  other  activities 

Increase  in  funds  invested  in  earning 
assets 


$  (445,885)$  (933,060) 

5,956  5,025 

455,000  533,799 

15,071  (394,236) 

119,714  (4,224,602) 

10,182,025  24,817,987 

(9,000,008)  (1,000,000) 

1,301,731  19,593,385 


(17,795) 
(2,188) 
(133,526) 
477,264 
(8,431) 
(565) 

314,759 


6,565 
(6,906) 
(178,841) 
453,346 
12,968 
3,225 

290,357 


$1,631,561  $19,489,506 


Increase  (decrease)  in  earning  assets: 
Money  market  deposit  account  $(7,746,990)$  7,794,855 

Loans  originated,  net  of  principal  payments 
of  $1,870,571  and  $1,721,649  in  1988  and  1987, 

respectively,  and  charge-offs  of  $266,000  in  1987       9,378,551  11,694,651 

$  1,631,561  $19,489,506 


See  accompanying  notes  to  financial  statements. 
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THE  THRIFT  INSTITUTIONS  FUND 
FOR  ECONOMIC  DEVELOPMENT 


NOTES  TO  FINANCIAL  STATEMENTS 
Years  Ended  June  30,  1988  and  1987 


1.    SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 
Organization  and  Purpose 

The  Thrift  Institutions  Fund  for  Economic  Development  ("the  Fund")  was 
organized  on  July  8,  1985  in  accordance  with  Chapter  485  of  the  Massachu- 
setts Acts  of  1984  which  granted  tax  parity  with  commercial  banks  to  the 
savings  banks,  co-operative  banks,  and  savings  and  loan  associations  in  the 
Commonwealth  (the  "Member  Thrift  Institutions"),  and  required  these  insti- 
tutions to  advance  $100  million  to  the  Fund  over  a  ten-year  period. 

The  Fund's  goal  is  generally  to  create  and  preserve  jobs  in  the  Common- 
wealth by  providing  loan  funds  to  certain  industrial,  residential  or  com- 
mercial development  projects,  to  industrial  firms  for  purposes  consistent 
with  the  stabilization  and  advancement  of  mature  industries,  and  for  devel- 
opment of  small  businesses  ("Economic  Development  Projects").  The  Economic 
Development  Projects  are  generally  restricted  as  to  various  geographical 
and  legal  criteria,  and  all  projects  are  to  serve  a  public  purpose,  fill  a 
public  need,  and  be  for  entities  which  are  unable  to  obtain  capital  in  the 
usual  manner. 

The  Fund  will  grant  the  required  amount  of  loans  prior  to  July  1,  1994,  and 
remain  in  existence  until  such  time  as  the  total  amount  of  loans  required 
to  be  made  have  been  amortized  by  payment  in  full  to  the  Fund.  At  such 
time,  the  Fund  will  be  dissolved  and  liquidated  pursuant  to  the  Massachu- 
setts Acts  of  1984. 

Subsequent  accounting  policy  change 

In  1988,  the  Fund  has  recognized  loan  origination  fees  in  the  period  the 
loan  was  granted  since  the  fees  received  were  considered  comparable  to 
related  underwriting  costs. 

In  December  1986,  the  Financial  Accounting  Standards  Board  issued  Statement 
of  Financial  Accounting  Standards  No.  91,  "Accounting  for  Nonrefundable 
Fees  and  Costs  Associated  with  Originating  or  Acquiring  Loans  and  Initial 
Direct  Costs  of  Leases."  The  Fund  has  adopted  the  provisions  of  this 
Statement  for  lending  transactions  initiated  and  commitments  granted  on  or 
after  July  1,  1988.  Accordingly,  subsequent  loan  origination  fees  and  only 
certain  related  direct  loan  origination  costs,  as  defined,  will  be  deferred, 
and  the  net  amount  will  be  amortized  as  an  adjustment  of  the  related  loan's 
yield.  The  Fund  will  be  generally  amortizing  these  amounts  over  the 
contractual  life  of  the  related  loans.  The  impact  of  adopting  this 
accounting  change  on  the  financial  statements,  commencing  July  1,  1988, 
will  be  dependent  upon  market  conditions  as  they  affect  fees  charged  and 
loan  origination  volumes. 
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THE  THRIFT  INSTITUTIONS  FUND 
FOR  ECONOMIC  DEVELOPMENT 


NOTES  TO  FINANCIAL  STATEMENTS  (Continued) 


SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES  (concluded) 
Loans 

Loans,  as  reported,  have  been  reduced  by  the  amounts  due  borrowers  on 
incomplete  loans  and  the  allowance  for  possible  loan  losses. 

The  allowance  for  possible  loan  losses  is  evaluated  on  a  regular  basis  by 
management.  Factors  considered  in  evaluating  the  allowance  include  loss 
experience,  current  economic  conditions  and  their  effect  on  borrowers,  and 
the  performance  of  individual  loans  in  relation  to  contract  terms.  The 
provision  for  possible  loan  losses  charged  to  operating  expense  is  based 
upon  management's  judgement  of  the  amount  necessary  to  maintain  the 
allowance  at  a  level  adequate  to  absorb  possible  losses.  Losses  are 
charged  against  the  allowance  for  possible  loan  losses  when  management 
believes  collectibility  of  the  principal  is  unlikely. 

Interest  is  not  accrued  on  loans  in  which  payments  are  in  arrears  90  days 
or  more,  or  earlier,  if  in  the  judgment  of  management  the  collectibility  of 
the  principal  or  interest  becomes  doubtful. 

Furniture  and  Equipment 

Furniture  and  equipment  are  stated  at  cost,  less  accumulated  depreciation, 
computed  on  the  straight-line  method  over  the  estimated  useful  lives  of  the 
assets. 

It  is  general  practice  to  charge  the  cost  of  maintenance  and  repairs  to 
earnings  when  incurred;  major  expenditures  for  betterments  are  capitalized 
and  depreciated. 


2.      MONEY  MARKET  DEPOSIT  ACCOUNT 

This  represents  an  account  maintained  in  a  Massachusetts  savings  bank.  The 
interest  rates  at  June  30,  1988  and  1987  were  6.00%  and  5.75%,  respec- 
tively. 
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THE  THRIFT  INSTITUTIONS  FUND 
FOR  ECONOMIC  DEVELOPMENT 


NOTES  TO  FINANCIAL  STATEMENTS  (Continued) 


LOANS 


The  composition  of  the  balance  of  loans,  at  June  30,  1988  and  1987, 
fol lows: 

1988  1987 


Principal  balances  of  loans                   $25,119,098  $19,585,983 
Less  amounts  due  borrowers  on 

incomplete  loans                                      (87,900)  (3,933,336) 

25,031,198  15,652,647 

Less  allowance  for  possible 

loan  losses                                         (1,131,000)  (676,000) 

Net  balance  $23,900,198  $14,976,647 

Loans  outstanding  have  been  granted  at  variable  and  fixed  rates  for  terms 
of  1  to  30  years,  and  are  secured  by  various  collateral  such  as  real 
estate,  inventory,  receivables  and  equipment. 

An  analysis  of  the  allowance  for  possible  loan  losses  is  as  follows: 

1988  1987 


Balance  at  beginning  of  year  $    676,000  $142,201 

Provision  charged  to  operations                       455,000  799,799 

Charge-offs   -  (266,000) 

Balance  at  end  of  year  $1,131,000  $676,000 


FURNITURE  AND  EQUIPMENT 

A  summary  of  the  cost  and  accumulated  depreciation  of  furniture  and  equip- 
ment and  their  estimated  useful  lives  follows: 


June 

30, 

Estimated 

1988 

1987 

Useful  Lives 

Furniture  and  fixtures 

$  9,853 

$  9,412 

5  years 

Equipment 

18,942 

17,195 

5  years 

28,795 

26,607 

Less  accumulated  depreciation 

(13,936) 

(7,980) 

$14,859  $18,627 


THE  THRIFT  INSTITUTIONS  FUND 
FOR  ECONOMIC  DEVELOPMENT 


NOTES  TO  FINANCIAL  STATEMENTS  (Continued) 


FURNITURE  AND  EQUIPMENT  (concluded) 

Depreciation  expense  for  the  years  ended  June  30,  1988  and  1987  was  $5,956 
and  $5,025,  respectively. 


5.      ADVANCES  FROM  MEMBER  INSTITUTIONS 


Advances  from  member  institutions,  serving  to  fund  both  loan  disbursements 
and  other  administrative  needs,  have  been  made  in  accordance  with  Chapter 
485  of  the  Massachusetts  Acts  of  1984.  An  analysis  of  the  outstanding 
amounts  is  as  follows: 


Amount  Amount 
Outstanding  Outstanding 

June  30,  Interest  June  30, 

Date  of  Advance  1987  Rate     Repayments      Advances  1988 

August  20,  1986     $  9,000,008  9.0940%    $9,000,008    $  -  $ 


May  27,  1987  15,000,004  7.9255  -  -  15,000,004 
December  15, 

1987   2  7.4555   -  10,000,000  10,000,000 

$24,000,012                 $9,000,008  $10,000,000  $25,000,004 

On  August  11,  1988,  the  Board  of  Directors  of  the  Fund  authorized  an  addi- 
tional $10,000,000  to  be  requested  from  member  institutions. 


6.      SHORT-TERM  BORROWINGS 

Short-term  borrowings  consist  of  funds  drawn  on  a  $10,000,000  unsecured 
revolving  1  ine-of-credi t  with  Boston  Five  Cents  Savings  Bank,  expiring  on 
July  1,  1994,  at  an  interest  rate  of  prime  plus  .25%.  At  June  30,  1988  and 
1987,  the  interest  rates  were  9.25%  and  8.5%,  respectively. 

The  Fund  also  maintains  a  $3,000,000  unsecured  revolving  line-of-credit 
with  Boston  Five  Cents  Savings  Bank  at  an  interest  rate  of  prime  plus  1%. 
There  have  been  no  advances  taken  in  regard  to  this  line-of-credit. 
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THE  THRIFT  INSTITUTIONS  FUND 
FOR  ECONOMIC  DEVELOPMENT 


NOTES  TO  FINANCIAL  STATEMENTS  (Concluded) 


7.      LEASE  COMMITMENTS 

The  Fund's  non-cancelable  lease  agreement  pertaining  to  office  premises 
expires  on  January  31,  1989,  and  provides  for  monthly  rentals  which  include 
certain  utility  and  occupancy  services.  In  addition,  the  lease  requires 
payment  of  1.45%  of  any  increase  in  the  lessor's  annual  operating  expenses. 
Future  minimum  rent  commitments  under  the  lease  amounted  to  $21,502  at  June 
30,  1988. 

Total  rent  expense  for  the  years  ended  June  30,  1988  and  1987  amounted  to 
$37,072  and  $27,267,  respectively. 


8.      LOAN  COMMITMENTS 

In  the  normal  course  of  business,  there  are  outstanding  commitments  which 
are  not  reflected  in  the  financial  statements.  Firm  commitments  to  grant 
loans  amounted  to  approximately  $10,618,000  at  June  30,  1988.  In  addition, 
the  Fund  has  approximately  $350,000  unadvanced  on  existing  lines  of  credit. 


9.      INCOME  TAXES 


At  June  30,  1988,  the  Fund  has  net  operating  losses  ("NOL")  available  to 
reduce  future  federal  taxable  income  as  follows: 

NOL  Available  NOL  Available 

Expiration  Date             for  Book  Purposes  for  Tax  Purposes 

2001  $    411,000  $260,000 

2002  933,000  400,000 

2003  446,000   - 

$1,790,000  $660,000 


The  differences  between  the  NOL  available  for  book  purposes  and  for  tax 
purposes  is  due  primarily  to  the  provisions  for  possible  loan  losses 
exceeding  the  amounts  deductible  for  tax  purposes. 


-9- 


WOLF 


CONTENTS 

Independent  Auditors'  Report 
Financial  Statements: 
Balance  Sheets 

Statements  of  Operations  and  Changes  in 
Accumulated  Deficit 

Statements  of  Cash  Flows 

Notes  to  Financial  Statements 


Page 
1 


3 
4 

5-10 


CI 
Zm 

°I 
m  

—7   1 


no 

oz 

< 
m 

5 

2: 


Wolf  &  Company 

of  Massachusetts,  P  C. 
Cenitifd  Public  Accountants 

One  International  Place 
Fort  Hill  Square 
Boston,  .Massachusetts  02110 
617-439-9700 


to 


o. 
n> 
cl 

c 
n 

o 


to 

00 
Q. 


CO 
00 


> 
z 
o 

> 
r- 

00 

—I 
> 


CO 


WOLF 


INDEPENDENT  AUDITORS'  REPORT 


The  Audit  Committee  of  the  Board  of  Directors 
The  Thrift  Institutions  Fund 

for  Economic  Development 
Boston,  Massachusetts 


We  have  audited  the  accompanying  balance  sheets  of  the  Thrift  Institutions 
Fund  for  Economic  Development  as  of  June  30,  1989  and  1988,  and  the  related 
statements  of  operations  and  changes  in  accumulated  deficit  and  cash  flows  for 
the  years  then  ended.  These  financial  statements  are  the  responsibility  of  the 
Fund's  management.  Our  responsibility  is  to  express  an  opinion  on  these  finan- 
cial statements  based  on  our  audits. 

We  conducted  our  audits  in  accordance  with  generally  accepted  auditing 
standards.  Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain 
reasonable  assurance  about  whether  the  financial  statements  are  free  of  material 
misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence  supporting 
the  amounts  and  disclosures  in  the  financial  statements.  An  audit  also  includes 
assessing  the  accounting  principles  used  and  significant  estimates  made  by  man- 
agement, as  well  as  evaluating  the  overall  financial  statement  presentation.  We 
believe  that  our  audits  provide  a  reasonable  basis  for  our  opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly, 
in  all  material  respects,  the  financial  position  of  the  Thrift  Institutions  Fund 
for  Economic  Development  at  June  30,  1989  and  1988,  and  the  results  of  its 
operations  and  cash  flows  for  the  years  then  ended  in  conformity  with  generally 
accepted  accounting  principles. 

As  discussed  in  Note  1  to  the  financial  statements,  the  Fund  adopted  the 
provisions  of  the  Financial  Accounting  Standards  Board's  Statement  No.  91  for 
lending  transactions  initiated  and  commitments  granted  on  or  after  July  1,  1988. 


Boston,  Massachusetts 
August  30,  1989 

Wolf  &  Company 

of  Massachusetts,  P  C. 
Cenifitd  Public  Accountants 

One  International  Place 
Fort  Hill  Square 
Boston,  Massachasetts  021 10 
6  r -4  39-9700 


THE  THRIFT  INSTITUTIONS  FUND 
FOR  ECONOMIC  DEVELOPMENT 


BALANCE  SHEETS 
June  30,  1989  and  1988 

ASSETS 


1989 

1988 

Cash 

$  18,936 

$  25,838 

Money  market  deposit  accounts 

Total  cash  and  cash  equivalents 

169,377 
188,313 

78,248 
104,086 

Interest-bearing  deposits  in  banks 

10.943,985 

Loans,  net  (Note  2) 

31,423,899 

23,900,198 

Accrued  interest  receivable 

471,816 

342,426 

Furniture  and  equipment,  net  (Note  3) 

16,681 

14,859 

$43,044,694 

$24,361,569 

LIABILITIES  AND  ACCUMULATED 

DEFICIT 

Advances  from  member  institutions  (Note  4) 

^  M  A      OCA  OCA 

$44 ,854 ,854 

of\r\  f\f\A 

$25,000,004 

Short-term  borrowings  (Note  5) 

162,612 

Accrued  interest  payable 

1 ,427 ,374 

O  A  ^      1  ^rt 

946, 169 

Accrued  expenses 

40,468 

40,012 

Other  liabilities 

17,456 

3,000 

Total  liabilities 

46,340,152 

26,151,797 

Commitments  (Notes  6  and  7) 

Accumulated  deficit 

(3,295,458) 

(1,790,228 

$43,044,694 

$24,361,569 

See  accompanying  notes  to  financial  statements. 
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THE  THRIFT  INSTITUTIONS  FUND 
FOR  ECONOMIC  DEVELOPMENT 


STATEMENTS  OF  OPERATIONS  AND  CHANGES  IN  ACCUMULATED  DEFICIT 
Years  Ended  June  30,  1989  and  1988 


1989  1988 


inLcresL  income; 
Loans 

noney  marKcL  Qcpooit  accounto 
Interest-bearing  deposits  in  banks 
Total  interest  income 

$  2,543,483 

c.\J ,  10  J 

475,755 
3,039,391 

$  2,158,137 

1ft  fi^R 

2,176,782 

Interest  expense: 
Advances  from  member  institutions  (Note  4) 

^hnrt"  — t'orm  hnrrnu/innc    (Knffi  ^\ 

JIIUI  L     UCIIII    UUI  1  UW  III^O     ^llUUC    >) ) 

Total  interest  expense 

2,589,757 
Rn  m  ft 

2,650,275 

1,538,822 

9C\7  717 
1,741,539 

Net  interest  income 

389,116 

435,243 

Provision  for  possible  loan  losses  (Note  2) 

1,204,907 

455,000 

Net  interest  deficit,  after  provision 
for  possible  loan  losses 

(815,791) 

(19,757) 

Other  income: 

Luoin  ui  lyiiiatiuii  tccs  ^mulc 

107  QTfi 

i  U /  , 7 JO 

uperauing  expenses. 
Salaries  and  benefits  (Note  9) 

Or r wHr^nr \j  anri  pniH  nmpn f    ^Mnt'P^  ^  Avifi  R\ 
V u w u pa  1 1 ujr   aiiu  c^uipiiiciiu    ^iiuuco       aiiu  uy 

Professional  services 
Loan  servicing  fees 

nt'hpr  npnprsi   snH  flHmi  n  i  ct"  ra  i"  i  \/P  PYnpn^P? 

Total  operating  expenses 

171,132 

130,058 
71  286 
152,614 

688,983 

148,154 
43  0?8 
94,606 
64  055 

135,406 
48  587 

533,836 

Loss  before  state  income  taxes 

(1,504,774) 

(445,657) 

Provision  for  state  income  taxes  (Note  8) 

456 

228 

Net  loss 

(1,505,230) 

(445,885) 

Accumulated  deficit,  beginning  of  year 

(1,790,228) 

(1,344,343) 

Accumulated  deficit,  end  of  year 

$(3,295,458) 

$(1,790,228) 

See  accompanying  notes  to  financial  statements. 
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THE  THRIFT  INSTITUTIONS  FUND 
FOR  ECONOMIC  DEVELOPMENT 


STATEMENTS  OF  CASH  FLOWS 
Years  Ended  June  30,  1989  and  1988 


Cash  flows  from  operating  activities: 
Net  loss 

Adjustments  to  reconcile  net  loss  to  net  cash 
provided  by  operating  activities: 
Provision  for  possible  loan  losses 
Amortization  of  deferred  loan  fees 
Depreciation  expense 
Increase  in  accrued  interest  receivable 
Increase  in  accrued  interest  payable 
Other,  net 

Net  cash  provided  by  operating  activities 

Cash  flows  from  investing  activities: 
Proceeds  from  maturities  of  interest-bearing 

deposits  in  banks 
Purchase  of  interest-bearing  deposits  in  banks 
Principal  payments  received  on  loans,  including 

net  origination  fees 
Loans  originated 

Purchase  of  furniture  and  equipment 

Net  cash  used  in  investing  activities 

Cash  flows  from  financing  activities: 
Proceeds  from  issuance  of  short-term  borrowings 

with  maturities  in  excess  of  three  months 
Principal  payments  on  short-term  borrowings  with 

maturities  in  excess  of  three  months 
Proceeds  from  advances  from  member  institutions 
Repayment  of  advances  from  member  institutions 
Net  cash  provided  by  financing  activities 

Net  increase  (decrease)  in  cash  and  cash  equivalents 

Cash  and  cash  equivalents  at  beginning  of  year 

Cash  and  cash  equivalents  at  end  of  year 


Supplemental  cash  flow  information: 
Interest  paid 
Income  taxes  paid 


1  QPQ 

1907 

1  QnA 

X  900 

$(1,505,230) 

$  (445,885) 

1,204,907 

455,000 

(16,379) 

D  ,OcL 

All  OC,A 

14,912 

(8,996) 

56,846 

349,813 

9,460,011 

- 

1 ,O/U,0/ 1 

(14,844,378) 

(11,249,122) 

(8,643) 

(2,188) 

(19,664,857) 

(9,380,739) 

9,218,746 

11,009,842 

(9,381,358) 

(10,890,128) 

19,854,850 

10,182,025 

\ 7 , uuu , UUO ) 

10   RQO  ^TR 
is  ,0\3C  ,/ 

1  "^m  7'?i 

1  ,  JUi , / J  X 

84,227 

(7,729,195) 

104,086 

7,833,281 

$  188,313 

$  104,086 

$  2,169,070 

$  1,264,275 

228 

228 

See  accompanying  notes  to  consolidated  financial  statements, 
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THE  THRIFT  INSTITUTIONS  FUND 
FOR  ECONOMIC  DEVELOPMENT 

NOTES  TO  FINANCIAL  STATEMENTS 

Years  Ended  June  30,  1989  and  1988 


1.    SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 
Organization  and  purpose 

The  Thrift  Institutions  Fund  for  Economic  Development  ("the  Fund")  was 
organized  on  July  8,  1985  in  accordance  with  Chapter  485  of  the  Massachu- 
setts Acts  of  1984  which  granted  tax  parity  with  commercial  banks  to  the 
savings  banks,  co-operative  banks,  and  savings  and  loan  associations  in  the 
Commonwealth  (the  "Member  Thrift  Institutions"),  and  required  these  insti- 
tutions to  advance  $100  million  to  the  Fund  over  a  ten-year  period. 

The  Fund's  goal  is  generally  to  create  and  preserve  jobs  in  the  Common- 
wealth by  providing  loan  funds  to  certain  industrial,  residential  or  com- 
mercial development  projects,  to  industrial  firms  for  purposes  consistent 
with  the  stabilization  and  advancement  of  mature  industries,  and  for  devel- 
opment of  small  businesses  ("Economic  Development  Projects").  The  Economic 
Development  Projects  are  generally  restricted  as  to  various  geographical 
and  legal  criteria,  and  all  projects  are  to  serve  a  public  purpose,  fill  a 
public  need,  and  be  for  entities  which  are  unable  to  obtain  capital  in  the 
usual  manner. 

The  Fund  will  grant  the  required  amount  of  loans  prior  to  July  1,  1994,  and 
remain  in  existence  until  such  time  as  the  total  amount  of  loans  required 
to  be  made  have  been  amortized  by  payment  in  full  to  the  Fund.  At  such 
time,  the  Fund  will  be  dissolved  and  liquidated  pursuant  to  the 
Massachusetts  Acts  of  1984.  Any  remaining  surplus  or  deficit  in  the  Fund 
will  be  returned  or  charged  to  the  member  thrift  institutions  on  the  same 
pro-rata  basis  as  advances  received  from  such  institutions. 

Accounting  changes 

The  Fund  adopted  the  provisions  of  the  Financial  Accounting  Standards 
Board's  Statement  No.  91,  "Accounting  for  Nonrefundable  Fees  and  Costs 
Associated  with  Originating  or  Acquiring  Loans  and  Initial  Direct  Costs  of 
Leases",  to  lending  transactions  initiated  and  commitments  granted  on  or 
after  July  1,  1988.  Accordingly,  loan  origination  and  commitment  fees  and 
certain  direct  loan  origination  costs,  as  defined,  are  deferred  and  the  net 
amount  is  amortized  as  an  adjustment  of  loan  yield  over  the  contractual 
life  of  the  related  loans.  In  prior  years,  the  Fund  recognized  loan  origi- 
nation and  commitment  fees  in  the  period  the  commitment  was  granted.  The 
effect  of  the  accounting  change  for  the  year  ended  June  30,  1989  was  to 
decrease  net  income  by  $112,543. 
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THE  THRIFT  INSTITUTIONS  FUND 
FOR  ECONOMIC  DEVELOPMENT 

NOTES  TO  FINANCIAL  STATEMENTS  (Continued) 


SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES  (continued) 
Accounting  changes  (concluded) 

The  Fund  has  also  adopted  the  provisions  of  the  Financial  Acounting 
Standards  Board's  Statement  No.  95,  "Statement  of  Cash  Flows",  which 
requires  companies  to  include  a  statement  of  cash  flows  rather  than  a 
statement  of  changes  in  financial  position  when  issuing  a  complete  set  of 
financial  statements  for  fiscal  years  ending  after  July  15,  1988.  The 
statement  of  cash  flows  presents  cash  receipts  and  disbursements  according 
to  operating,  investing  and  financing  activities.  In  accordance  with  the 
provisions  of  Statement  No.  95,  the  Fund  has  elected  to  present  the  state- 
ment of  cash  flows  for  each  of  the  years  in  the  two-year  period  ended  June 
30,  1989. 

Cash  equivalents 

Cash  equivalents  include  amounts  due  from  banks. 
Interest-bearing  deposits  in  banks 

Interest-bearing  deposits  in  banks  mature  within  one  year  and  are  stated  at 
cost,  which  approximates  market  value. 

Loans 

Loans,  as  reported,  have  been  reduced  by  the  amounts  due  to  borrowers  on 
incomplete  loans,  net  deferred  loan  fees  and  the  allowance  for  possible 
loan  losses. 

Net  deferred  loan  fees  are  amortized  on  the  interest  method  over  the 
contractual  life  of  the  loan. 

The  allowance  for  possible  loan  losses  is  evaluated  on  a  regular  basis  by 
management.  Factors  considered  in  evaluating  the  allowance  include  loss 
experience,  current  economic  conditions  and  their  effect  on  borrowers,  and 
the  performance  of  individual  loans  in  relation  to  contract  terms.  The 
provision  for  possible  loan  losses  is  based  upon  management's  judgement  of 
the  amount  necessary  to  maintain  the  allowance  at  a  level  adequate  to 
absorb  possible  losses.  Losses  are  charged  against  the  allowance  for 
possible  loan  losses  when  management  believes  collectibility  of  the  prin- 
cipal is  unlikely. 

Interest  is  not  accrued  on  loans  in  which  payments  are  in  arrears  90  days 
or  more,  or  earlier,  if  in  the  judgment  of  management  the  collectibility  of 
the  principal  or  interest  becomes  doubtful. 
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THE  THRIFT  INSTITUTIONS  FUND 
FOR  ECONOMIC  DEVELOPMENT 


NOTES  TO  FINANCIAL  STATEMENTS  (Continued) 


SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES  (concluded) 
Furniture  and  equipment 

Furniture  and  equipment  are  stated  at  cost,  less  accumulated  depreciation, 
computed  on  the  straight-line  method  over  the  estimated  useful  lives  of  the 
assets. 

It  is  general  practice  to  charge  the  cost  of  maintenance  and  repairs  to 
earnings  when  incurred;  major  expenditures  for  betterments  are  capitalized 
and  depreciated. 


2.  LOANS 


The  composition  of  the  balance  of  loans,  at  June  30,  1989  and  1988, 
fol lows: 

1989  1988 


Principal  balances  of  loans                   $37,838,226  $25,119,098 
Less:  Due  to  borrowers  on  incomplete 

loans                                          (4,738,580)  (87,900) 

Net  deferred  loan  fees                     (112,543)   - 

32,987,103  25,031,198 

Less  allowance  for  possible 

loan  losses                                        (1,563,204)  (1,131,000) 

Net  balance                                $31,423,899  $23,900,198 

Loans  outstanding  have  been  granted  at  variable  and  fixed  rates  for  terms 

of  1  to  30  years,  and  are  secured  by  various  collateral  such  as  real 
estate,  inventory,  receivables  and  equipment. 

Included  above  are  non-accrual  loans  amounting  to  $4,922,897  and  $1,700,106 
at  June  30,  1989  and  1988,  respectively. 


Balance  at  beginning  of  year 
Provision  for  possible  loan  losses 
Charge-offs 

Balance  at  end  of  year 


losses  is  as 

fol lows: 

1989 

1988 

$1,131,000 

$  676,000 

1,204,907 

455,000 

(772,703) 

$1,563,204 

$1,131,000 
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THE  THRIFT  INSTITUTIONS  FUND 
FOR  ECONOMIC  DEVELOPMENT 


NOTES  TO  FINANCIAL  STATEMENTS  (Continued) 


3.      FURNITURE  AND  EQUIPMENT 

A  summary  of  the  cost  and  accumulated  depreciation  of  furniture  and  equip- 
ment and  their  estimated  useful  lives  follows: 


June 

30, 

Estimated 

1989 

1988 

Useful  Lives 

Furniture  and  fixtures 

$11,417 

$  9,853 

5  years 

Equipment 

26,021 

18,942 

5  years 

37,438 

28,795 

Less  accumulated  depreciation 

(20,757) 

(13,936) 

$16,681 

$14,859 

Depreciation  expense  for  the  years  ended  June  30,  1989  and  1988  was  $6,821 
and  $5,956,  respectively. 


4.      ADVANCES  FROM  MEMBER  INSTITUTIONS 


Advances  from  member  institutions,  serving  to  fund  both  loan  disbursements 
and  other  administrative  needs,  have  been  made  in  accordance  with  Chapter 
485  of  the  Massachusetts  Acts  of  1984.  An  analysis  of  the  outstanding 
amounts  i s  as  fol 1 ows: 


Amount 
Outstanding 
Interest     June  30, 
Date  of  Advance     Rate  1988 


Advances 


May  27,  1987 

December  15, 
1987 

September  1, 
1988 

May  1,  1989 


7.9255%  $15,000,004  $ 

7.4555  10,000,000 

7.8784 
7.8784 


10,000,000 
9,854,850 


Amount 
Outstanding 
June  30, 
Repayments  1989 


$  - 


$15,000,004 

10,000,000 

10.000,000 
9,854,850 


$25,000,004    $19,854,850       $  - 


$44,854,854 


-8- 


THE  THRIFT  INSTITUTIONS  FUND 
FOR  ECONOMIC  DEVELOPMENT 


NOTES  TO  FINANCIAL  STATEMENTS  (Continued) 


5.      SHORT-TERM  BORROWINGS 

Short-term  borrowings  consist  of  funds  drawn  on  a  $10,000,000  unsecured 
revolving  1 ine-of-credit  with  a  Massachusetts  savings  bank,  expiring  on 
July  1,  1994,  at  an  interest  rate  of  prime  plus  .25%.  At  June  30,  1988, 
the  interest  rate  was  9.25%. 

The  Fund  also  maintains  a  $3,000,000  unsecured  revolving  1 ine-of-credit 
with  a  Massachusetts  savings  bank  at  an  interest  rate  of  prime  plus  1%. 
There  have  been  no  advances  taken  in  regard  to  this  1 ine-of-credit. 


6.      LEASE  COMMITMENTS 

The  Fund's  non-cancelable  lease  agreement  pertaining  to  office  premises 
expired  on  June  30,  1989.  On  June  22,  1989,  the  Fund  entered  into  a  new 
lease  agreement  effective  July  1,  1989  through  June  30,  1992.  The  new 
lease  provides  for  monthly  rentals  which  include  certain  utility  and  occu- 
pancy services.  In  addition,  the  lease  requires  payment  of  1.45%  of  any 
increase  in  the  lessor's  annual  operating  expenses.  Future  minimum  rent 
commitments  under  the  lease  amounted  to  $127,167  at  June  30,  1989,  repre- 
senting $42,389  per  year. 

Total  rent  expense  for  the  years  ended  June  30,  1989  and  1988  amounted  to 
$37,473  and  $37,072,  respectively. 


7.      LOAN  COMMITMENTS 

In  the  normal  course  of  business,  there  are  outstanding  commitments  which 
are  not  reflected  in  the  financial  statements.  Firm  commitments  to  grant 
loans  amounted  to  approximately  $5,374,157  at  June  30,  1989.  In  addition, 
the  Fund  has  approximately  $404,511  unadvanced  under  existing  lines  of 
credit. 
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THE  THRIFT  INSTITUTIONS  FUND 
FOR  ECONOMIC  DEVELOPMENT 


NOTES  TO  FINANCIAL  STATEMENTS  (Concluded) 


8.      INCOME  TAXES 

At  June  30,  1989,  the  Fund  has  net  operating  losses  ("NOL")  available  to 
reduce  future  federal  taxable  income  as  follows: 

NOL  Available  NOL  Available 

Expiration  Date  for  Book  Purposes  for  Tax  Purposes 

2001  $    411,000  $  260,000 

2002  933,000  400,000 

2003  446,000 

2004  1,505,000  1,073,000 

$3,295,000  $1,733,000 

The  differences  between  the  NOL  available  for  book  purposes  and  for  tax 
purposes  are  due  primarily  to  the  book  provisions  for  possible  loan  losses 
exceeding  the  amounts  deductible  for  tax  purposes. 


9.      PENSION  PLAN 

During  1989,  the  Fund  commenced  participation  in  a  simplified  employee  pen- 
sion plan  which  covers  every  employee  who  has  been  employed  with  the 
Company  one  year  and  has  attained  age  twenty-one.  The  amounts  contributed 
under  the  plan  are  determined  by  the  Board  of  Directors,  provided  these 
amounts  do  not  exceed  the  maximum  allowable  by  the  Internal  Revenue  Code. 
Under  a  simplified  employee  pension  plan,  the  contributions  to  an 
employee's  individual  retirement  account  are  fully  vested  upon  deposit. 

Pension  expense  amounted  to  $16,669  for  the  year  ended  June  30,  1989. 
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Independent  Auditors'  Report 


The  Board  of  Directors 

The  Thrift  Institutions  Fund  for  Economic  Development 

We  have  audited  the  accompanying  balance  sheet  of  the  Thrift  Institutions  Fund 
for  Economic  Development  as  of  June  30,  1990,  and  the  related  statements  of 
operations  and  accumulated  deficit  and  cash  flows  for  the  year  then  ended. 
These  financial  statements  are  the  responsibility  of  the  Fund's  management. 
Our  responsibility  is  to  express  an  opinion  on  these  financial  statements 
based  on  our  audit.  The  financial  statements  of  the  Thrift  Institutions  Fund 
for  Economic  Development  as  of  June  30,  1989,  were  audited  by  other  auditors 
whose  report  thereon  dated  August  30,  1989,  expressed  an  unqualified  opinion 
on  those  statements. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing 
standards.  Those  standards  require  that  we  plan  and  perform  the  audit  to 
obtain  reasonable  assurance  about  whether  the  financial  statements  are  free  of 
material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  statements.  An  audit 
also  includes  assessing  the  accounting  principles  used  and  significant 
estimates  made  by  management,  as  well  as  the  overall  financial  statement 
presentation.  We  believe  that  our  audit  provides  a  reasonable  basis  for  our 
opinion . 

In  our  opinion,  the  1990  financial  statements  referred  to  above  present 
fairly,  in  all  material  respects,  the  financial  position  of  the  Thrift 
Institutions  Fund  for  Economic  Development  as  of  June  30,  1990,  and  the 
results  of  its  operations  and  its  cash  flows  for  the  year  then  ended  in 
conformity  with  generally  accepted  accounting  principles. 


October  25,  1990 
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THE  THRIFT  INSTITUTIONS  FUND 
FOR  ECONOMIC  DEVELOPMENT 

Balance  Sheets 

June  30,  1990  and  1989 


Assets 

Cash  (including  interest-bearing  deposits) 
\     Certificates  of  deposit 

Loans  receivable,  net  (note  2) 
Accrued  interest  receivable 
Furniture  and  equipment,  net 

Liabilities  and  Accumulated  Deficit 
Advances  from  member  institutions  (note  3) 
Accrued  interest  payable 
Accrued  expenses  and  other  liabilities 

Total  liabilities 
Commitments   (notes  2  and  5) 
Accumulated  deficit 


1990 
$  7,411,097 
2,850,000 
31,506,922 
338,056 
14, U3 


44,854,854 
1,748,729 
60,526 


1989 

188,313 
10,943,985 
31,423,899 

471,816 
16,681 


$  42.120.218  43.044.694 


44,854,854 
1,427,374 
57,924 


46,664,109  46,340,152 

(4,543,891)  (3,295,458) 
$  42.120.218  43.044.694 


See  accompanying  notes  to  financial  statements, 


THE  THRIFT  INSTITUTIONS  FUND 
FOR  ECONOMIC  DEVELOPMENT 

Statements  of  Operations  and  Accumulated  Deficit 

Years  ended  June  30,  L990  and  1989 


1990 


1989 


Interest  income: 
Loans 

Interest-bearing  deposits 
Certificates  of  deposit 

Total  interest  income 

Interest  expense: 

Advances  from  member  institutions  (note  3) 
Short-term  borrowings  (note  4) 
Total  interest  expense 

Net  interest  income 

Provision  for  possible  loan  losses  (note  2) 

Net  interest  loss,  after  provision 
for  possible  loan  losses 

Operating  expenses: 

Salaries  and  benefits  (note  7) 
Occupancy  and  equipment  (note  5) 
Professional  services 
Marketing  expenses 
Loan  servicing  fees 

Other  general  and  administrative  expenses 
Total  operating  expenses 

Net  loss 

Accumulated  deficit,  beginning  of  year 
Accumulated  deficit,  end  of  year 


$  3,078,737 
219,690 
647,792 
3,946,219 


3,496,164 

 891 

3,497,055 

449,164 
838,415 


(389,251) 


245,888 
49,015 
196,635 
35,037 
176,854 
155,753 
859,182 


2,543,483 
20,153 
475,755 
3,039,391 


2,589,757 
60,518 
2,650,275 

389,116 

1,204,907 


(815,791) 


171,132 
45,690 
130,058 
71.286 
152,614 
118,659 
689,439 


(1,248,433)  (1,505,230) 
(3,295,458)  (1,790,228) 
$  (4.543.891)  (3.295.458) 


See  accompanying  notes  to  financial  statements. 


THE  THRIFT  INSTITUTIONS  FUND 
FOR  ECONOMIC  DEVELOPMENT 

Statements  of  Cash  Flows 

Years  ended  June  30,  1990  and  1989 


1990 

1989 

Cash  flows  from  operating  activities  J 

Ne  t   1  f)  <;  <; 

id  248  433) 

(I  505  230) 

Adjustments  to  reconcile  net  loss  to  net 

cash  provided  by  operating  activities: 

Provision  for  possible  loan  losses 

838 ,415 

1.204.907 

\ y  J  J  y  J 

(■  16   379 ) 

Depreciation  expense 

8,257 

6,821 

(Increase)  decrease  in  accrued  interest 

receivable 

133,760 

(129,390) 

Increase  in  accrued  interest  payable 

321,355 

481,205 

Other,  net 

2,602 

14,912 

Total  adjustments 

1,274,830 

1,562,076 

Net  cash  provided  by  operating 

activities 

26,397 

56,846 

Cash  flows  from  investing  activities: 

Net  (increase)  decrease  in  certificates  of 

deposit 

8,093,985 

(10,943,985) 

Net  increase  in  loans  receivable 
Purchase  of  furniture  and  equipment 

Net  cash  provided  (used)  in  investing 
activities 

Cash  flows  from  financing  activities: 

Proceeds  from  issuance  of  short-term  borrowings 

with  maturities  in  excess  of  three  months 
Repayment  of  short-term  borrowings  with 

maturities  in  excess  of  three  months 
Proceeds  from  advances  from  member  institutions 
Net  cash  provided  by  financing 
activities 

Net  increase  in  cash 

Cash  at  beginning  of  year 

Cash  at  end  of  year 

Supplemental  cash  flow  information: 
Interest  paid 
Income  taxes  paid 


(891,879) 
(5,719) 


(8,712,229) 
(8,643) 


7,196,387  (19,664,857) 


9,218,746 

(9,381,358) 
19,854,850 

19,692,238 

84,227 

104,086 


7,222,784 
188,313 
$  7.411.097 


%  3.174.281 

$  ^56 


188.313 


2.169.070 


228 


See  accompanying  notes  to  financial  statements. 


THE  THRIFT  INSTITUTIONS  FUND 
FOR  ECONOMIC  DEVELOPMENT 

Notes  to  Financial  Statements 

June  30,  1990  and  1989 


Description  of  Organization  and  Suminary  of  Significant  Accounting  Policies 

(a)  Organization  and  Purpose 

The  Thrift  Institutions  Fund  for  Economic  Development  (the  "Fund")  was 
organized  on  July  8,  1985  in  accordance  with  Chapter  ^85  of  the 
Massachusetts  Act  of  1984  (the  "Act").  The  Act,  which  granted  savings 
banks,  co-operative  banks,  and  savings  and  loan  associations  ("Member 
Institutions")  in  the  Commonwealth  of  Massachusetts  (the 
"Commonwealth")  tax  parity  with  commercial  banks,  required  the  Member 
Institutions  to  advance  $100  million  to  the  Fund  over  a  ten-year  period. 

The  Fund's  goal  is  generally  to  create  and  preserve  jobs  in  the 
Commonwealth  by  providing  loan  funds  to  certain  industrial,  residential 
or  commercial  development  projects,  to  industrial  firms  for  purposes 
consistent  with  the  stabilization  and  advancement  of  mature  industries, 
and  for  development  of  small  businesses  ("Economic  Development 
Projects").  Economic  Development  Projects  are  generally  restricted  as 
to  various  geographical  and  legal  criteria,  and  all  projects  must  serve 
a  public  purpose,  fill  a  public  need,  and  be  for  entities  which  are 
unable  to  obtain  capital  in  the  usual  manner. 

The  Fund  will  grant  the  required  amount  of  loans  prior  to  July  1,  1994, 
and  will  remain  in  existence  until  such  time  as  the  total  amount  of 
loans  required  to  be  made  have  been  amortized  by  payment  in  full  to  the 
Fund.  At  such  time,  the  Fund  will  be  dissolved  and  liquidated  pursuant 
to  the  Act.  Any  remaining  surplus  or  deficit  in  the  Fund  will  be 
returned  or  charged  to  the  Member  Institutions  on  the  same  pro-rata 
basis  as  advances  received  from  such  institutions. 

(b )  Certificates  of  Deposit 

Certificates  of  deposit  mature  within  one  year  and  are  stated  at  cost, 
which  approximates  market  value. 

(c )  Loan  Interest  Income 

Interest  on  loans  receivable  is  accrued  as  earned.  Interest  on  loans 
ninety  days  or  more  contractually  delinquent  or  in  foreclosure  is 
excluded  from  income.  Loan  fees  and  certain  direct  loan  origination 
costs  are  deferred,  and  the  net  fee  or  cost  is  recognized  in  income 
using  a  method  that  approximates  the  "level-yield"  method  over  the 
contractual  life  of  the  loans. 


(Continued ) 
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THE  THRIFT  INSTITUTIONS  FUND 
FOR  ECONOMIC  DEVELOPMENT 

Notes  to  Financial  Statements 


(d )  Allowance  for  Possible  Loan  Losses 

The  allowance  for  possible  loan  losses  is  established  through  a  provision 
for  loan  losses  charged  to  expense.  The  allowance  represents  an  amount 
which,  in  management's  judgment,  will  be  adequate  to  absorb  potential 
losses  on  existing  loans  that  may  become  uncollectible.  In  determining 
the  adequacy  of  the  allowance,  management  considers  such  factors  as 
changes  in  the  nature  and  volume  of  the  loan  portfolio,  current  and 
anticipated  economic  conditions  that  may  affect  the  borrowers'  ability 
to  pay,  overall  portfolio  quality,  past  loss  experience  and  specific 
problem  loans. 

(e )  Furniture  and  Equipment 

Furniture  and  equipment  are  carried  at  cost  less  accumulated 
depreciation.  Depreciation  expense  is  computed  using  the  straight-line 
method  over  the  five  year  estimated  useful  lives  of  the  assets. 
Maintenance  and  repairs  are  charged  to  expense  as  incurred. 

(f )  Reclassif  ications 

Certain  amounts  in  1989  have  been  reclassified  to  conform  with  the  1990 
presentation. 

( 2 )  Loans  Receivable,  Net 

Loans  receivable  consist  of  the  following  at  June  30: 

1990  1989 

Principal  balances  of  loans                                $  34,844,646  37,838,226 
Less : 

Undisbursed  portions  of  loans  in  process  (1,394,000)  (4,738,580) 

Deferred  loan  fees  (125,314)  (112,543) 

Allowance  for  possible  loan  losses  (1,818,410)  (1,563,204) 


$  31.506.922  31.423.899 

The  total  principal  amount  of  loans  advanced  by  the  Fund  through  June  30, 
1990  amounts  to  approximately  $48,623,000.  Further,  outstanding  loan 
commitments  at  June  30,  1990  amounted  to  approximately  $5,869,000.  The 
Fund's  management  anticipates  no  material  losses  as  a  result  of  these 
commitments . 


Nonaccrual  Loans  at  June  30,  1990  and  1989  totaled  $7,053,000  and 
$4,923,000,  respectively.  For  the  year  ended  June  30,  1990, 
approximately  $116,000  of  interest  income  was  recorded  as  earned  on 
these  nonaccrual  loans.  The  amount  of  interest  income  foregone  during 
1990    on    these    loans    was    approximately    $728,000.      Of    the  nonaccrual 
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THE  THRIFT  INSTITUTIONS  FUND 
FOR  ECONOMIC  DEVELOPMENT 

Notes  to  Financial  Statements 


loans  outstanding  at  June  30,  1990,  one  loan  amounting  to  $1,450,000 
was  collateralized  by  property  on  which  the  Fund  had  initiated 
foreclosure  proceedings.  Subsequent  to  year  end,  the  Fund  acquired  the 
property  through  a  foreclosure  proceeding  and  the  property  was  sold  for 
an  amount  sufficient  to  recover  the  Fund's  recorded  investment. 

Activity    in    the    allowance   for   possible   loan   losses   for    the   years  ended 
June  30,  1990  and  1989  is  summarized  as  follows: 


Balance  at  beginning  of  year 
Provision  for  possible  loan  losses 
Loans  charged-off 

Balance  at  end  of  year 

(3)  Advances  from  Member  Institutions 


1990 

$  1,563,204 
838,415 
(583,209) 

$  1.818.410 


1989 

1,131,000 
1,204,907 
(772,703) 

1,563.204 


Advances  from  member  institutions,  which  serve  to  fund  both  loan 
disbursements  and  operating  expenses  of  the  Fund,  have  been  made  in 
accordance  with  the  Act  and  are  summarized  as  follows: 


Date  of  Advance 
August  20,  1986 
May  27,  1987 
December  15,  1987 
September  1,  1988 
May  1,  1989 


Interest 
Rate 

9.094% 

7.9255 

7.4555 

7.8784 

7.8784 


Original 

Amount 
Advanced 

$  10,000,008 
15,000,004 
10,000,000 
10,000,000 
9,854,850 

$  54.854.862 


Balance 
Outs  tanding 
at  June  30, 
1990  and  1989 


15,000,004 
10,000,000 
10,000,000 
9,854,850 
44.854.854 


(4 )  Short-Term  Borrowings 

The  Fund  maintains  two  unsecured  revolving  lines-of-credit  with  a 
Massachusetts  savings  bank  in  the  amounts  of  $10,000,000  and 
$3,000,000.  The  lines  bear  interest  rates  of  prime  plus  .25%  and  prime 
plus  1%,  respectively,  and  expire  on  July  1,  1994.  At  June  30,  1990 
and  1989,  no  amounts  were  outstanding  under  these  lines  of  credit. 
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Notes  to  Financial  Statements 


(5 )  Lease  Conunitment 

The  Fund  has  entered  into  a  non-cancelable  operating  lease  for  office 
premises  which  expires  June  30,  1992.  The  lease  provides  for  monthly 
rentals  which  include  certain  utility  and  occupancy  services.  In 
addition,  the  lease  requires  payment  of  1.45%  of  any  increase  in  the 
lessor's  annual  operating  expenses.  Future  minimum  rent  commitments 
under  the  lease  amount  to  $42,444  per  year,  for  a  total  of  $84,888. 

Total  rent  expense  for  the  years  ended  June  30,  1990  and  1989  amounted  to 
$42,444  and  $37,473,  respectively. 

(6 )  Income  Taxes 

At  June  30,  1990,  the  Fund  has  net  operating  losses  ("NOL")  available  to 
reduce  future  federal  taxable  income  for  the  years  2001-2005  of 
approximately  $4,543,000  for  financial  statement  purposes  and 
$2,726,000  for  tax  purposes. 

The  difference  between  the  NOL  available  for  financial  statement  purposes 
and  for  tax  purposes  is  due  primarily  to  the  book  provisions  for 
possible  loan  losses  in  excess  of  the  amounts  deductible  for  tax 
purposes . 

( 7 )  Pension  Plan 

During  1989,  the  Fund  commenced  participation  in  a  defined  contribution 
plan  which  covers  every  employee  who  has  been  employed  with  the  Company 
one  year  and  has  attained  age  twenty-one.  The  annual  contribution 
under  this  plan,  equalling  ten  percent  of  each  eligible  employee's 
annual  salary,  was  adopted  by  the  Board  of  Directors  and  does  not 
exceed  the  maximum  allowable  by  the  Internal  Revenue  Code.  Under  the 
plan,  the  contributions  to  an  employee's  individual  retirement  account 
are  fully  vested  upon  deposit. 

Pension  expense  amounted   to  $37,530  and  $16,669  for   the   years  ended  June 

30,    1990  and  1989,   respectively.     Approximately  $20,000  of  the  expense 

in  1990  represents  a  one-time  charge  relating  to  the  funding  of 
benefits  for  the  years  ended  June  30,  1986  and  1987. 
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Peat  Marwick 


Certified  Public  Accountants 


Peat  Marwick  Main  &  Co. 

One  Boston  Place 
Boston,  MA  02108 


Telephone  617  723  7700 

Telex  617  443  0082  PMMBOST 


Telecopier  617  723  6864 


November  20,  1990 


Mr.  Paul  H.  Rupp 
Executive  Director 
Thrift  Institutions  Fund  for 

Economic  Development 
50  Congress  Street 
Boston,  Massachusetts  02109 


Dear  Mr.  Rupp: 

With  the  completion  of  the  Thrift  Institutions  Fund  for  Economic  Development's  (the  "Fund") 
most  recent  fiscal  year  ended  June  30,  1990,  you  have  requested  that  we  report  to  you  on  the 
accounting  for  amounts  advanced  to  the  Fund  by  member  institutions  in  accordance  with  generally 
accepted  accounting  principles. 

Description  of  Transaction 

Under  Chapter  485  of  tiie  Massachusetts  Act  of  1984  ("the  Act"),  savings  banks,  co-operative 
banks,  and  savings  and  loan  associations  ("member  institutions")  are  required  to  advance  $100 
million  to  the  Fund  over  a  ten  year  period.  The  advances  are  to  be  used  to  provide  loan  funds  to 
economic  development  projects  within  the  Commonwealth  of  Massachusetts.  In  accordance  with 
the  Act,  the  Fund  will  remain  in  existence  until  the  total  amount  of  loans  required  to  be  made  have 
been  amortized.  Upon  complete  amortization  of  the  loans,  the  Fund  will  be  dissolved  and  the 
remaining  surplus  or  deficit,  if  any,  in  the  Fund  will  be  returned  or  charged  to  the  member 
institutions  on  the  same  pro-rata  basis  as  the  amounts  advanced. 

Description  of  Appropriate  Accounting  Principies 

Interest  on  amounts  advanced  to  the  Fund  should  be  recognized  by  member  institutions  as  income 
when  eamed,  to  the  extent  deemed  collectible  by  each  member  institution. 

Because  the  Fund's  remaining  surplus  or  deficit  will  be  returned  or  charged  to  member  institutions 
upon  dissolution  of  the  Fund  on  the  same  pro-rata  basis  as  amounts  advanced,  we  believe  member 
institutions  should  account  for  the  advances  to  the  Fund  in  a  manner  similar  to  the  equity  method  of 
accounting.  That  is,  the  carrying  value  of  each  member  institution's  advances  should  be 
periodically  increased  or  decreased  to  reflect  its  pro-rata  share  of  the  Fund's  surplus  or  deficit, 
through  a  credit  or  charge  to  the  statement  of  income. 

At  June  30,  1990  the  Fund  reported  an  accumulated  deficit  of  $4,543,891.  Accordingly,  we 
believe  the  balance  sheet  carrying  value  of  advances  by  each  member  institution  should  not  exceed 
an  amount  equal  to  the  amounts  advanced  by  the  institution  reduced  by  its  pro-rata  share  of  the 
accumulated  deficit  as  reported  by  the  Fund.  An  hypothetical  example  of  the  application  of  the 
accounting  principles  described  herein  to  ABC  Savings  Bank  ("ABC  Savings")  is  presented  on  the 
following  page. 
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Total  Advances         Advances  Assessed 

Advance  No.        Patg  Of  AdvaPgC   Assessed  to  ABC  Savings 

1  August  20, 1986        $  10,000,008  $  10,000 

2  May  27,  1987              15,000,004  16,500 

3  December  15, 1987       10,000,000  11,500 

4  September  1,  1988        10,000,000  11,750 

5  May  1,1989  9.854.850 

Total                     $  54,854,862  $  61,425 

ABC  Savings'  pro-rata  share  of  total  advances  .112% 
ABC  Savings'  pro-rata  share  of  the  Fund's 

June  30,  1990  deficit  ($4,543,891  x  .  1 12%)  $  5,089 

ABC  Savings'  advances  outstanding  at  June  30, 1990 

(Advance  No.  1  has  been  repaid)  $  51,425 
ABC  Savings'  share  of  June  30,  1990  deficit  as 

reported  by  the  Fund  (5.Q89'> 

ABC  Savings'  net  advances  balance  at  June  30,  1990  46,336 
ABC  Savings'  net  advance  balance  before  adjustment 

for  the  Fund's  June  30,  1990  deficit  47.734 
Adjustment  to  the  carrying  value  of  net  advances  to  be 

recognized  through  ABC  Savings'  statement 

of  operations  $  1,398 


Concluding  Comments 

The  ultimate  responsibility  for  the  decision  on  the  appropriate  application  of  generally  accepted 
accounting  principles  for  an  actual  transaction  rests  witii  the  preparers  of  financial  statements,  who 
should  consult  with  their  continuing  accountants.  Our  judgment  on  the  appropriate  application  of 
generally  accepted  accounting  principles  for  the  specific  transaction  described  above  is  based  solely 
on  the  facts  provided  to  us  as  described  above;  should  these  facts  and  circumstances  differ,  our 
conclusion  may  change.  This  engagement  has  been  conducted  in  accordance  with  standards 
established  by  the  American  Institute  of  Certified  Public  Accountants. 


Very  truly  yours. 
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